ABSTRACT
INTRODUCTION
In September 2007, the South African government cabinet designated Eskom as the single buyer of power from Independent Power Producers (IPPs). Many details around this decision remain unclear and the implications to the power sector are yet to emerge but the intention seems to be that Eskom will play a significant role in procuring IPPs and will act as the off-taker for the power purchase agreements. It remains to be seen to what extent such a single buyer model will serve to stimulate the development of IPP projects in South Africa and neighbouring countries. A key question arising from the Cabinet decision is whether the single buyer model will preclude bilateral agreements between IPPs (from both within and outside South Africa) and captive customers in South Africa on the basis of a "willing-seller", "willing-buyer" arrangement and the role to be played by the transmission system operator to facilitate such arrangements. This paper attempts to explore these questions within the context of the current challenges facing the power sector in South Africa. In a typical single-buyer model, the IPP sells electricity to the single-buyer and the single-buyer sells the electricity to its customers. The electricity is sold to the buyer (i.e. the electricity changes ownership) at the point of connection of the IPP to the transmission system. The electricity is transported across the transmission system to the distributors and ultimately to the end-use customers. There is no direct contractual relationship between the IPP and the end-use customers. The IPP pays charges to the TC and/or the DC for the connection to the transmission/distribution system and for the use of the transmission/distribution system. In the willing-seller/willing-buyer model, the IPP may enter into a bilateral agreement with an end-user for the sale of the electricity generated. Typically, the electricity is sold to the end-use customer or the electricity changes ownership at the point of connection of the end-use customer to the transmission or distribution network. The IPP will be required to pay connection charges and wheeling charges to the TC and/or the DC and will typically recover these charges in the price it charges for the electricity sold to the end-use customer. The wheeling charges are structured so that the TC and/or the DC can recover the capital, operating and maintenance costs associated with transporting the electricity to the end-use customer. Prague, 8-11 June 2009
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CIRED2009 Session 6 Paper No 0481 Alternatively, an IPP may in special circumstances, supply electricity to the end-use customer without wheeling the electricity through the transmission distribution system owned by the TC or DC as depicted in Figure 3 . 
Alleviation of Shortfall
In the current environment, Eskom is experiencing challenges in meeting the demand for electricity primarily due to constraints in generation. 
Encouraging Investment
The recent outages experienced and the prospect for a worsening reserve margin over the next decade have had a negative impact on investment outlook in the country. Many large customers are reassessing planned mining and industrial activities in the light of the power shortages. Some of the large customers may either individually or as a group be willing to act as the buyer in a willingseller/willing-buyer arrangement thus preventing these projects from being deferred or cancelled.
Speed
In the willing-seller/willing-buyer model, the IPP enters into a Power Purchase Agreement (PPA) with the end user. The PPA is structured largely on commercial terms and the duration of the negotiations may be shorter due to the specific business requirements of the seller and the buyer. Eskom has embarked on competitive tender processes for the procurement of cogeneration capacity and large coalfired power plants in the context of the single-buyer model. In a willing-seller/willing-buyer agreement involving two private parties (as opposed to state-owned entities), the commercial arrangements are to be negotiated between the two parties without the need for a protracted competitive tender process as would be required in the case of a singlebuyer model.
Tariff
The some customers, the availability of secure power (even at a price premium) may be attractive. Furthermore, given the expected increases in tariffs expected from Eskom over the next decade, there may not be a significant differential in tariffs from Eskom and new IPP power plants.
Impact on Eskom, Distributors and Municipalities
Care should be taken to ensure that accommodating the willing-seller/willing-buyer model should be targeted to ensure that Eskom, distributors and municipalities do not lose the income from existing large customers. This could be achieved by for instance, limiting the willingseller/willing-buyer model only to new customers above a specified level of demand.
Firm Supply
Buyers opting for the willing-seller/willing-buyer approach will need to understand the limitations of the Sellers' backup or firm capacity as the TC may be unwilling or unable to provide back-up supply in the event of unavailability of the Sellers' plant or the IPP plant.
Grid Code Compliance
The IPP will be required to obtain all permits and licenses including generator, trading and/or possibly a transmission license and will be required to comply with the transmission and distribution Grid Codes which will ensure that there is little danger of IPPs and buyers putting the transmission system at risk in the arrangement described in Scenario 1 in Figure 2 .
CONCLUSIONS
• It is not clear if the single-buyer model can accommodate any willing-seller/willing-buyer arrangements during the period when South Africa is expected to experience power shortages, however a number of PPAs directly between large mining houses and power developers are being investigated at present.
• Accommodating willing-seller/willing-buyer arrangements will present a number of benefits to South Africa, including alleviation of power shortfall and the encouraging of investment.
• There are likely to be customers who are willing to pay a premium for secure supply from an IPP in a willing-seller/willing-buyer arrangement.
• The impact on Eskom, distributors and municipalities should be taken into account when accommodating the willing-seller/willing-buyer model. For instance only new customers above a specified demand level may be considered.
• Buyers in the willing-seller/willing-buyer model will need to understand the reliability or back-up supply limitations of this approach
